














The Investment Return Assumptions Do Not Take into Account Relevant Current Economic Data

The investment return assumptions used in the Application do not adequately take into account
relevant current economic data. Relevant current economic data (including near-term current
investment forecast data for each asset class in which the Plan is projected to make investments)
must be reviewed to determine whether refined investment return assumptions would be
expected to produce materially different results.

A review of relevant current economic data clearly demonstrates that refined investment return
assumptions that take into account appropriate investment forecast data regarding expected near-
term rates of return would be expected to produce materially different results. Treasury used the
2015 Survey of Capital Market Assumptions, developed by Horizon Actuarial Services, as a
source of relevant current economic data.” The 2015 Horizon Survey is an annual report
aggregating the investment forecasts of 29 investment advisors that is widely used in evaluating
the capital market assumptions utilized by multiemployer defined benefit plans. Applying the
Horizon Survey’s results to the plan’s target portfolio, 6.53 percent is the average expected
geometric return over the next 10 years, compared to the Plan’s assumption of 7.25 percent. The
Plan’s assumption of 7.25 percent exceeds the Horizon Survey’s 75th percentile rate of return
over the next 10 years, which is 7.17 percent.10

The Investment Return Assumptions Have Significant Bias

The investment return assumptions used in the Application do not satisfy the requirement that
assumptions have no bias outside of narrowly specified circumstances. The assumptions are
significantly optimistic, as evidenced by the available relevant investment return forecast data in
the Horizon Survey described above, and the assumptions have a material effect on the actuarial
projections in the Application. For example, even reducing the Plan’s assumed investment
return for only the first three years of the solvency projection period (2016, 2017, and 2018) to
the 6.53 percent expected under the Horizon Survey and maintaining the Plan’s assumed 7.25
percent investment return for the remaining 42 years would cause the Plan to become insolvent
during the solvency projection period. Similarly, if the 6.53 percent rate of return were assumed
for the first 10 years, it would be necessary to assume an 8.65 percent rate of return for the
following 35 years in order for the Plan to avoid insolvency prior to the end of the solvency
projection period in 2060; an 8.65 percent rate of return exceeds the 75th percentile return for
years 11 through 45 produced by applying the Horizon Survey results.

The Investment Return Assumptions Are Not Appropriate for the Purpose of the Measurement

To be appropriate for the purpose of the measurement, investment return assumptions, like
demographic assumptions, must be selected in a manner that takes into account factors specific
to the measurement. In addition to the factors described above for selecting assumptions relating
to the election of survivor benefits (which indicate that more refined assumptions should have
been used given the serious and significant impact of the benefit suspensions on participants and
beneficiaries), the Plan should have taken into account the greater impact of asset returns during

® At the time the Application was submitted, the most recent survey data available was the 2015 Horizon Survey.
""The average rates of return for the portfolio in this paragraph are geometric averages (used as the basis for the
assumption for the deterministic projections).



the earlier years of the cash flow projections when selecting an investment return assumption.
Asset returns during the early years have a greater impact on the Plan’s cash flow projections
because the Plan is projected to have more assets during the earlier years of the projections than
during the later years (which is always the case for a plan with dwindling assets that is projected
to become insolvent in the near term); the same percentage gain or loss has a greater impact if it
occurs when asset levels are higher, which is the case in the early years, than when asset levels
are lower, which is the case in the later years.

Based on these factors, the investment return assumptions for purposes of the cash flow
projections in the Application must be developed in a refined manner that reflects and gives
appropriate weight to near-term expected rates of return. For this purpose, it is not appropriate to
develop investment return assumptions based solely on the time-weighted average expected
returns over the long term or based on the assumptions used for other purposes (such as for
purposes of determining a plan’s minimum funding requirement) because doing so produces
materially different results than use of a refined assumption selected in a manner that takes into
account the purposes of this measurement.

Based on the foregoing, Treasury has determined that the investment return assumptions
are not reasonable, and therefore the proposed suspension does not satisfy the statutory
requirement that it be reasonably estimated to avoid insolvency.

Additional Concerns with the Application

The Application also included the following assumptions and methods that may not be
reasonable for the purpose of the measurement but that are unlikely to have a material impact on
the outcome of the cash flow projections:

e The assumption that active participants who become disabled will wait until age 65 to
commence benefits. The most reasonable assumption is that disabled participants who are no
longer earning wages and are likely to have a shorter life expectancy would commence
benefits when they are eligible to do so.

e The assumption that all participants who are past normal retirement age but have not yet
retired will retire immediately.

e For participants who are likely to retire when they first become eligible for an unreduced
early retirement benefit upon completing 30 years of service, the assumption that benefit
commencement will begin on the 30th anniversary of plan participation, which does not take
into account that some participants may have partial years of service and thus their eligibility
for this benefit would be delayed.

e The assumption that the mortality rates of plan participants are those of a person two years
older than the participant’s actual age (i.e., ages are set forward two years).

e The projections did not take into account the proposed suspension of accruals earned during
2015.



CONCLUSION

The Application fails to meet the requirements of Kline-Miller for the reasons described above.
This notification letter will be made public in order to inform plan participants and beneficiaries
of the outcome of Treasury's review.
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